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IN THE MATTER OF THE APPLICATION OF
UNS ELECTRIC, INC. THE
ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE
OF THE PROPERTIES OF UNS ELECTRIC,
INC. DEVOTED TO ITS OPERATIONS
THROUGHOUT THE STATE OF ARIZONA
AND REQUEST FOR APPROVAL OF
RELATED FINANCING.
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16 The Residential Utility Consumer Office ("RUCO") makes the following Exceptions to

17 the Recommended Opinion and Crder ("ROO") on UNS Electric, Inc.'s ("UNS" or "Company")

EXCEPTIONS OF
THE RESIDENTIAL UTILITY CONSUMER OFFICE

18 application for a rate increase.
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PROPOSED PPFAC - 90/10 SHARING

The ROO rejects RUCO's proposal of  a 90/10 purchase power fuel cost  sharing

mechanism. The ROO disregards the fact that a sharing mechanism would provide an

incent ive to a l ign the Company's interests in acquir ing power with the interests of  the

Company's customers who pay the costs that the Company incurs. The ROO rejects a

sharing mechanism because the Company has no base load generation and is in the process
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of acquiring new power resources. ROC at 72. It concludes that a sharing mechanism would

not be appropriate because of the potential volatility that the Company is likely to experience at

a time when it is acquiring new sources of power. ld.

Contrary to the ROO's conclusion, the fact that the Company is acquiring new sources

of power to replace its long-standing full requirements contract makes a sharing mechanism

6 more, not less, appropriate. In the most recent Arizona Public Service Company rate
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proceeding, the Commission required that Aps' Power Supply Adjustor retain its 90-10 sharing

provision. Decision No. 69663 at 106-107. A sharing mechanism is even more appropriate for

UNS Electric than it is for Aps, given that the majority of APS power resources are supplied

from base load generation which is not subject to the same volatility as the short-term power

markets. Significant volatility in short-term power markets may suggest that the Company

should look to longer-term resources to meet its customers needs, not that it should get a free

ride to pass along all fuel and purchased power costs to customers. Indeed, the Company is

in the process of acquiring the Black Mountain Generating Station, which would lessen its

need to acquire power in short-term markets.

The Company is in the process of acquiring new power resources, and now is the most

appropriate time to provide incentive for the Company to make the best power choices.

Ratepayers also benefit from better and less costly power purchases. The 90/10 mechanism

19 is not a "penalty provision" and is as likely here to "hit the mark" as it did in the APS case. ld.
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The Commission should require a 90/10 sharing provision consistent with that found

appropriate in Decision No. 69663.'
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In Decision No. 69663, the Commission excluded from the 90-10 sharing mechanism fixed or demand

elements of long-term purchased power agreements acquired through competitive procurement, and renewable
energy purchases not otherwise recoverable though the Renewable Energy Standard. RUCO has no objection to
the same exclusions being applied to UNS Electric.
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RESPECTFULLY SUBMITTED this 5th day of May 2008.

D ill W. Pozefsky
Attorney
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AN ORIGINAL AND THIRTEEN COPIES
of the foregoing filed this 5th day
of May 2008 with
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Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix. Arizona 85007

10 COPIES of the foregoing hand delivered/
mailed this 5"' day of May 2008 to:
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Raymond S. Heyman, Esq.
Michelle Livengood, Esq.
Unisource Energy Corporation
One South Church, Suite 200
Tucson, Arizona 85701

14

Teena Wolfe
Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix. Arizona 85007

15
Marshall Magruder
p. O. Box 1267
Tubac, Arizona 85646

16

Christopher Kempley, Chief Counsel
Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix. Arizona 8500717

18

Thomas L. Mum aw
Deborah A. Scott
Pinnacle West Capital Corp.
P.O. Box 53999, Mail Station 8695
Phoenix, AZ 85072-3999
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Ernest Johnson. Director
Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix. Arizona 85007
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Robert J. Metli
Snell & Wilmer, L.L.P.
One Arizona Center
400 East Van Buren Street
Phoenix, AZ 85004-2202
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Michael w. Patten
Roshka. DeWulf & Patten, PLC
One Arizona Center
400 E. Van Buren. Suite 800
Phoenix. AZ 8500423
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Barbara A. Klemstine
Arizona Public Service Company
P.O. Box 53999, Mail Station 9708
Phoenix, AZ 85072-3999
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Secretary to Daniel Pozefsky
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